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Ideas From Leading Experts in Financial Planning

Trend Watch
New measurement of life insurance
company risk. The National Associa
tion of Insurance Commissioners
(NAIC), the confederation of state insur
ance regulators, has created a new statis
tic called the risk-based capital ratio to
measure a company’s actual capital rela
tive to the amount of capital it should
carry given its risk. Using the new ratio,
state regulators will have a guide as to
whether a company is possibly having
troubles or should be taken over. Start
ing in March 1994, life insurers were
required to divulge their (a) total adjust
ed capital and their (b) authorized con
trol-level risk-based capital. The ratio is
reached by dividing (b) into (a). Proper
ty and casualty insurers will have to start
reporting their numbers next year.
Although the ratio is designed to be used
by state regulators, it will be public
information available for use by zealous
insurance agents in their sales pitches.
Model legislation has been proposed
(adopted in seven states) to prevent this
potential abuse. Industry observers are
waiting to see how the new ratio works
as an early warning device. Financial
World, April 12, 1994, page 60.
Growth expected in commercial
mortgage-backed securities. Commer
cial mortgage-backed securities
(CMBS) are the only part of the mort
gage-backed securities activity that is
Continued on page 2
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Factor State Taxes
on IRA Withdrawals into
Retirement Planning
by Kevin T. Stevens
and Stanley Martens
Professors Kevin T. Stevens, CPA, and
Stanley Martens, CPA, of De Paul Uni
versity School of Accountancy, Chicago,
discusses the impact of state taxes on IRA
withdrawals at retirement.

The tax advantages of IRAs make them
a useful tool to build up a client’s retire
ment nest egg. However, you should be
aware that IRAs have not only federal but
also important state tax consequences that
could have a negative impact on a client’s
benefits.

Retirement Planning Implications
When you perform retirement planning

What’s Inside
Open Meeting: PFP
Internal Awareness
Task Force
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Client Getting
Divorced? Where
Do You Fit In?
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State Society
Roundtable Fosters
a Sharing of
Information
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1995 Technical Conference
The early bird flyer for the 1995 PFP
Technical Conference, to be held next
January 9-11 at the Pointe Hilton at
Tapatio Cliffs, Phoenix, will be com
ing your way shortly. Mark your calen
dar now to save the date.

Continued on page 3

From the Chairman’s Corner: A Look at Investment
Advisory Services
By James A. Shambo
James A. Shambo, CPA/PFS, Chairman
of the American Institute of CPAs Person
al Financial Planning Executive Commit
tee, discusses investment advisory ser
vices and the different levels provided by
CPAs.

Many of our members have given more
than just passing thought to providing
investment advisory services as part of
their financial planning practices. Each
year at the annual PFP Technical Confer
ence I meet more members who are deal
ing with investments in some capacity.

AICPA PFP Division

The process by which those who deem it
necessary to incorporate investment advi
sory services into their practices will be a
test of their abilities to serve the public
interest. The results achieved will measure
the CPAs’ success as the premier
providers of financial planning services.
Many of our colleagues have already
left traditional accounting practices and
provide either comprehensive financial
planning services or investment advisory
services within SEC registered firms. Oth
ers are moving away from their tax prac
tices—giving those responsibilities to
Continued on page 2
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Continued from page 1

still growing following the recent rise
in interest rates. Several Wall Street
firms have increased their staffs to
handle the increase in CMBS. This
activity is the result of the need to
refinance a large portion of about
$800 billion in outstanding commer
cial mortgages. Most commercial
banks and other lenders are not inter
ested in the area so the capital mar
kets will be used for the refinancing.
As competition among underwriters
in this growth area intensifies, the
spreads on the better quality CMBS
deals are tightening. Investment Deal
ers Digest, May 9, 1994, page 10.

Education has direct relevance for
financial planning. Because the prob
ability of living into one’s 90s is
greater than it has been in the past,
longer-life financial planning has
taken on increased importance. One
factor that has become apparent from
this trend is the linkage between more
education and greater longevity. The
better educated have a longer life
expectancy. In addition to living
longer, the better educated are more
likely to have more financial resources
to plan with and to plan for. This
means that the expenditure-retirement
stage of their lives will be longer. This
can affect financial planning for edu
cated “middle-age” individuals who
now have a greater probability of liv
ing longer. The financial planning
time horizon for this group is also
affected by the shortening of the
“accumulation stage” through more
time being spent in school and earlier
retirements. Journal of the American
Society of CLU & ChFC, May, 1994,
page 35. ♦

younger members of their firms—while
spending more time in their financial
planning practices.
It is during this transition stage that you
should determine the degree of investment
advisory services you are going to incor
porate into your practice. If your decision
is to fully integrate investment advisory
services into your practice, you should
develop a strategy. Without a strategy,
you will find yourself giving investment
advice without a coherent rationale for
doing so and you will doubtlessly cross
the registration line long before you final
ly register.
I think many of our members are con
fused as to what role they want to play in
investment planning. Many do not trust
traditional investment advisers and sense
a need to learn more just to protect their
clients. The PFP Executive Committee
considers investment planning to be “an
essential part of personal financial plan
ning” and believes that each practitioner
should recognize its importance when
providing financial planning services.
This does not mean that you should pro
vide investment advisory services. But
you should, at a minimum, endeavor to
recommend qualified professionals who
are capable of providing the required
investment advisory services to compli
ment the strategies developed in your
client’s financial plan.

Investment Advisory Services
As I have listened to those members
who are registered investment advisers or
who are considering registering describe
their investment advisory services over
the last several years, I have identified dif
ferent levels of investment advisory ser
vices offered. Each level of service

requires a different type of knowledge. I
use, therefore, descriptive titles for each
level of investment advisory services
rather than ranking them in any particular
order.
Strategy Development and Education
Level. The strategy development and edu
cation level is perhaps the most compati
ble with comprehensive financial plan
ning practices as your efforts are client
based and client specific. I also believe
that these are the investment advisory ser
vices a CPA can best provide. Virtually no
one else helps clients develop strategies
they understand and buy into.
This level includes providing invest
ment education seminars and workshops,
identifying current portfolio allocations
and developing broad asset allocation
alternatives. It may also establish specific
savings and investment criteria through
written investment policy statements or
recommend advisers to implement the
investment portion of the financial plan.
The time spent is always related to a
specific client and solving that client’s
problems. I believe CPAs should consider
adding some or all of these types of
investment advisory services to their
financial planning practices.
Manager Selection and Monitor Level.
The Manager Selection and Monitor
Level of service requires greater knowl
edge of financial markets. It usually
involves selecting mutual funds, fund
managers, and frequently money man
agers as well.
Although fund or money managers
have published track records and there are
computer program that allow us to rank
and compare performance to established
benchmarks, there is a great debate. It cen
ters on what standards to measure the fund
and money managers by. Prior returns,
standard deviation, and betas are among
the available benchmarks. But you also
Continued on page 7
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Factor State Taxes on
IRA Withdrawals
into Retirement Planning
Continued from page 1
services for clients, you should factor in
the impact of the state tax on the IRA dis
tribution when helping a client to decide
both when and where the client should
consider retiring. Clearly, all else being
equal, clients contemplating a retirement
move should consider retiring in states
with no income tax or an exclusion from
tax for an IRA withdrawal.
Conversely, clients residing in a no-tax
state should consider withdrawing their
IRAs before retiring to a taxing state, par
ticularly states with high state income tax
rates and penalty taxes.
There are some states that will tax IRA
distributions of individuals who were resi
dents at the time the contributions were made,
regardless of residence at the time of distribu
tion. Legislation is pending in Congress that
might correct this seeming injustice.
Finally, a client who chooses to receive
a premature distribution from an IRA
should consider structuring, when possi
ble, the withdrawal to avoid the federal
penalty taxes. State penalty taxes on pre
mature IRA withdrawals are percentages
of the federal 10 percent penalty. By
avoiding the federal penalty, taxpayers
also avoid state tax penalties as well.

ment of IRAs. These states either impose
income and/or penalty taxes on premature
IRA withdrawals, provide exclusions for
previously tax-sheltered IRAs, or have no
individual income tax system. In the nine
states that do not impose an income tax,
withdrawing funds from an IRA while a
resident in those states results in no state
income tax burden.
Six states (Arkansas, California,
Maine, Nebraska, Pennsylvania and Wis
consin) impose regular state income taxes
and/or penalties on early withdrawals.
Arkansas not only currently taxes the
income earned on an IRA but also taxes
the entire amount of all withdrawals (less
a $6,000 exclusion). The Arkansas state
income tax on the withdrawal is based on
the gross amount of the IRA for federal
income tax purposes and is not reduced by
the state income taxes already paid on the
investment income. Arkansas also impos

es a 1 percent penalty tax. Thus, Arkansas
imposes at least double taxation on the
investment income earned by an IRA
(regular withdrawal) and triple taxation
(the penalty tax) on the investment
income if withdrawn prematurely.
Five states with individual income tax
systems exclude, in whole or in part, IRA
withdrawals from taxable income: Missis
sippi, New York, North Carolina, Pennsyl
vania and Illinois. North Carolina provides
an exclusion of $2,000/single return and
$4,000/joint return for withdrawals from
IRAs. As of January 1, 1994, Mississippi
exempts all retirement income from taxa
tion. New York provides a $20,000 exclu
sion provided the taxpayer is over 59⅟2
years old and retired.
Pennsylvania does not tax regular
withdrawals from IRAs (or any other form

Table I
Taxation of IRA Distributions in Selected States

States that impose penalty
taxes on premature withdrawals

States that exclude
certain IRA withdrawals
from individual income tax

Arkansas’

(1.0%)

Illinois3

California

(2.5%)
(1.5%)

Mississippi4

Maine

Nebraska
Pennsylvania2
Wisconsin

(2.96%)

(2.8%)

New Jersey5
New York6

North Carolina7

(3.33%)

Survey of States
Net cash flows from IRA withdrawals
vary significantly across the states. Some
states impose no taxes on IRA with
drawals whether premature or not. How
ever, other states impose severe income
taxes and/or penalties on IRA with
drawals. Therefore, when planning a
client’s IRA withdrawal, a CPA should
consider the applicable state tax policies
governing both the timing and location of
retirement or premature withdrawals.
Those states with an individual income
tax base the tax, in whole or to a great
extent, on the federal individual income
tax structure. Thus, as a rule, the federal
treatment of IRAs determines the state
treatment. Table 1 reports the tax treat
ment of IRAs of selected states that do or
do not conform to the federal tax treat

Continued on page 4

States without an
individual income tax
Alaska
Florida

Nevada
New Hampshire

South Dakota
Tennessee
Texas

Washington
Wyoming

Notes:

1 Arkansas taxes the entire amount of the IRA withdrawal as reported on the federal tax return (less a
$6,000 exclusion), including the already taxed interest income.
2 Normally, Pennsylvania does not tax retirement income. However, it does impose state taxes on pre
mature IRA withdrawals at the state tax rate.(Pennsylvania currently has a flat state individual income
tax rate of 2.8%.)

3 Illinois provides an unlimited exclusion for IRA withdrawals.
4 As of January 1, 1994, Mississippi does not tax retirement income, including IRA withdrawals.
5 New Jersey does not allow a deduction for IRA contributions and does not tax withdrawals of contribu
tions to IRAs. However, interest on IRAs is tax deferred and taxed on withdrawal.

6 New York conforms to the federal treatment of IRAs except it provides a $20,000 exclusion for retire
ment income for retired taxpayers at least 59⅟2 years old.
7 North Carolina allows a $2,000 ($4000 on joint returns) exclusion for IRA withdrawals.
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Continued from page 3
of retirement income). Pennsylvania does
not allow deductions for IRA contribu
tions and does not tax IRA investment
income. However, Pennsylvania imposes
a penalty tax (at the current state flat tax
rate) on the interest earned on IRAs if
withdrawn prematurely.
Illinois is unique in its asymmetric tax
ation of IRAs in that it never recaptures
the tax benefits granted taxpayers via the
initial IRA deduction. Illinois, in effect,
allows a deduction for contributions to an
IRA; permanently exempts the investment
income on IRAs; and also allows taxpay
ers to deduct from Illinois taxable income
any federally taxed IRA distribution.

Differences in Cash Flows Across States
Assume that a taxpayer had invested
$4,000 annually in an IRA at, say, 6.2 per
cent. After 20 years, the taxpayer would
have approximately $150,000 in the IRA.
Also assume that the withdrawal is taxed
at a 31% federal tax rate, the 10% federal
penalty, the top marginal state tax rate (as
of 1993), and any state penalty.
Withdrawing the funds in a state with
out an income tax or in Illinois results in the
highest cash flow, $88,500, to taxpayers
($150,000 X [1 - 41%]). In contrast, IRAs
withdrawn prematurely in a taxing state
produce significantly lower cash flows.
For example, the after-tax cash flow
from an IRA withdrawn early in Wiscon
sin (6.93% state income tax and the 3.33%
penalty), would total only $73,100
($150,000 - [41% + 6.93% + 3.33% X
$150,000]) or about $15,400, approxi
mately 17 percent, less than $88,500. Cal
ifornia, due to its 11 percent top tax rate
and 2.5 percent penalty tax also assesses a
substantial tax of $20,250 which reduces
the after-tax cash flow from the IRA by
about 23 percent.

Early Distributions
The tax treatment of regular versus pre
mature IRA distributions differs only in the
penalty tax (at the federal or state levels.)
Whereas the federal government taxes all

4

distributions, taxpayers residing in states
that have no state income tax exclude all or
part of their IRA distributions from
income. Thus, they receive significantly
higher after-tax cash flows. For example, a
taxpayer in the top marginal bracket in
Maine (about an 8 percent rate) would pay
over $12,000 in state taxes on withdrawal
of an IRA investment of $150,000; howev
er, the same taxpayer retiring in, say,
Washington or Florida, would pay no state
income taxes on the withdrawal.

Conclusion
Although state taxes are lower than the
federal taxes, you should not lose sight of
the fact that they still represent a potential
ly material drain on an IRA distribution.
As part of the planning process, the client
should be made aware of the impact of
state taxes on the when and where of retir
ing. This is especially true if the client has
expressed a desire to retire to a new loca
tion. Looking at the net of tax distribu
tions can heighten the attractiveness of a
ucontemplated new location. ♦

Divorce Planning
Software Program
Available at Discount
As a PFP Section member, you can
take advantage of a special opportunity
to purchase FinPlan’s Divorce Planner
software program. Among other things,
Divorce Planner will enable you to
improve client communication on finan
cial impact of divorce, compare alimony/child support alternatives, and
answer client and attorney “what if’
questions about settlement scenarios.
At the special 25 percent discount
price, you can order a single state ver
sion for $300 or a regional version for
$450 (quoted prices net of 25 percent
discount). The 25 percent discounted
prices for the annual updates are $150
and $225 respectively. For further
information or to order your Divorce
Planner call FinPlan at 1-800-7772108, please identify yourself as an
AICPA PFP Section member. ♦

Open Meeting: PFP Internal Awareness Task Force
The PFP Executive Committee estab
lished the Internal Awareness Task
Force to develop a plan to “create an
awareness within the profession that per
sonal financial planning is profitable,
and to formulate ideas on stabilizing and
increasing PFP Division membership.”
In developing this plan, the Internal
Awareness Task Force is looking for
input, direction and information from
AICPA members at a special open
meeting to be held in Newport Beach,
CA (Wyndham Gardens Hotel, Costa
Mesa, (714)751-5100) at 2:00 p.m. on
Saturday, July 9, 1994. The open meet
ing is being held in conjunction with the
LINC’s 10th Birthday Celebration and
Annual Conference. You do not have to
attend the LINC Conference to partici
pate in the Open Task Force Meeting on
Saturday. (For further information on
the LINC Conference contact Lorraine
Webb at (615) 782-4240.)
The Open Task Force Meeting will be a
forum for attendees to provide testimony
to the Task Force members on ideas,

AICPA PFP Division

strategies and considerations (positive and
negative) on
■ Practicing personal financial plan
ning profitably within a CPA firm.
■ Exploring what practitioners want
or expect from the AICPA PFP Division
to increase membership.
■ Obtaining input on how to enlight
en and educate the CPA community to
the benefits of financial planning, how it
complements their existing accounting
and tax practice, and why it is important
that CPAs provide PFP services.
■ How to promote the PFP Division so
that practitioners will recognize and appre
ciate the intrinsic value of membership.
If you are unable to attend the open
Task Force meeting, but would like to
provide input, please call or write:
Phyllis Bernstein, CPA
AICPA-PFP Division
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
Phone: (201)938-3808
Fax (201) 938-3329
♦

PLANNER
A Client Getting Divorced? Where Do You Fit In?
by Mitchell Freedman and
Murray B. Schwartzberg
Mitchell Freedman, CPA/PFS, of Mitchell
Freedman, A.C., Sherman Oaks, CA, and
Murray B. Schwartzberg, Esq., Technical
Manager, American Institute of CPA’s
PFP Division, explore the dilemma faced
by a CPA whose clients are divorcing.
When a PFP client tells you that there
is an impending divorce, you have some
hard choices to make. During the couple’s
good times, you cooperated with both the
husband and wife, and you were not an
advocate for either of them. Now, howev
er, the threat of divorce may radically
change your relationship with the couple.
Although you might want to remain unbi
ased and continue to represent both par
ties, you might find yourself forced into
taking sides.
Regardless of the dynamics between
the parties, however, you most probably
will be called on to:
■ Help in the structuring of the proper
ty division.
■ Calculate the tax and cash flow con
sequences of proposed settlement scenar
ios.
■ Help the parties to the divorce under
stand the tax and cash flow consequences
of proposed settlement scenarios.
■ Assist the attorneys in representing
their clients.
If the marital breakup is characterized
by your clients as a “friendly divorce,”
your choosing the role to play is potential
ly easier. Unless things change, you can
continue as the trusted, objective adviser
to both parties. You should, however, not
relax your vigilance. Friendly divorces all
too often become acrimonious. When that
happens, one or both parties will likely
view you as being the advocate or “hired
gun” of the other. Without doing anything
to favor one over the other you may find
yourself being viewed as taking sides.
As a result, you might find yourself
representing neither party and appearing
as a witness under subpoena for the party
who believes that you have the most to
offer as a witness. This could result in the
loss of both parties as clients.

If the assets and earnings of both
spouses are similar, and the parties remain
objective, some of the problems related to
division of property might vanish. There
still could be, however, disputes over
child support, child custody, alimony, the
division of premarital property and the
valuation of assets.

Representing One Party
When clients are in a divorce situation
it is less of a challenge to represent one of
the parties regardless of whether the
divorce is friendly or adversarial.
Although this means that you will no
doubt lose one client, you generally have
the choice of which client you are going to
retain. In most instances, you would
choose to retain the client considered the
principal earner (principal earner is used
in this article to denote not only the party
with the higher earnings but also the one
with the greater wealth).
Depending on whether you represent
the financially dependent party or the
principal earner, your job will be differ
ent. If you are engaged by the financially
dependent party, you will most likely
direct your efforts to enhance your client’s
after tax cash flow and assets through the
divorce proceedings. In contrast, as the
representative of the principal earner, your
task will be to assist your client to meet
any support obligation for the financially
dependent party and children at the least
economic cost.
You may also find yourself represent
ing one party when that party’s attorney
retains you as an expert witness or special
consultant to perform litigation support
services. In this type of engagement you
may be called on to perform one or more
of the following services:
■ Testimony
■ Valuation
■ Special reports
Providing litigation support services can
frequently lead to providing financial plan
ning services during the period of the liti
gation. And it can result in an ongoing post
divorce financial planning relationship.

Representing Both Parties
When you represent both parties, you
AICPA PFP Division

must maintain objectivity and an unbiased
attitude. This is essential to assist your
clients in achieving a fair resolution of
their conflicts. As touched on above, you
always have to keep in mind that potential
professional liability issues could arise,
especially when you expect a continuing
relationship with the principal earner after
the divorce.
You might want to explain to the par
ties, at the outset of the engagement, that
as a CPA you are trained by education and
experience to remain objective. But, if at
any time there is a loss of faith in your
objectivity, one or both parties should feel
free to seek individual representation.
The parties’ conflicts and the personali
ties of the parties and the attorneys
involved in the divorce can often lead to
irreconcilable differences, emotionally
charged, irrational, and vindictive behav
ior. Therefore, you must always strive to be
objective. Losing your objectivity could
lead to unexpected professional liability
problems. However, if you are successful
in objectively representing both clients and
they appreciate your efforts, you could end
up with two satisfied clients.
After establishing your objectivity with
both parties, you will frequently find
yourself acting as a mediator in the effort
to resolve conflicts that are the stumbling
blocks to settling the financial aspects of
the divorce. Further, you will also be
Continued on page 6
PFS Examination

Save September 23
The next PFS examination has been
scheduled for September 23 at various
sites around the country. Following
stories in publications, such as the
Wall Street Journal, Modem Maturity,
The New York Times, The Boston
Globe and other newspapers through
out the country, over 60 candidates sat
for the last PFS Examination in Janu
ary. The time is now for you to plan to
join the more than 900 CPAs who are
already PFS practitioners. For further
information about the PFS Examina
tion, call 1-800-862-4272 (submenu
#1) and ask for Publication G00055.
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called on to act as a sounding board for
your clients, in the effort to provide cre
ative alternatives on the road to a fair set
tlement. Care must be taken when provid
ing mediation or sounding-board type
services to make sure you do not come
across as a partisan of one side or the
other. You may need to use the wisdom of
King Solomon and the negotiating skill of
Henry Kissinger to adequately fulfill your
professional obligations.
You should consider specifically cov
ering the possibility of providing media
tion and sounding-board services in your
engagement letter. Because soundingboard type services are sensitive, stressful
and could result in the loss of both clients,
you might want to consider charging a
premium fee for them.

Range of Services
Because the client must make many
financial decisions as part of a divorce,
you can expect to assist in the following
matters:
■ Cash flow planning
■ Temporary and permanent support or
alimony
■ Asset disposition
■ Child support
■ Tax planning
■ Investment planning
■ Education funding for children or
dependents
■ Preparing a financially dependent
spouse for financial self-sufficiency
■ Insurance planning
■ Estate planning
To be able to provide some or all of the
above services, you will have to obtain the
relevant data. If you previously represent
ed your client, most of the necessary
information may be in your files. If, how
ever, you did not previously represent
your client or the information is in the
hands of the other party or third parties,
you will probably have to turn to your
client’s attorney for assistance in obtain
ing the necessary information on which to
proceed. Among the data you may wish to
procure are the following:
■ Personal and business financial

6

statements for the most recent years
■ Personal and business income tax
returns for the most recent years along
with related projections, if available
■ Investment portfolio information
■ Retirement plan (qualified and non
qualified) and stock option information
■ Information on all insurance matters
■ Information on projected sources of
income and expenses
■ Debt service
■ Potential inheritances
■ Employment, partnership, and share
holders’ agreements
■ Appraisals of valuable assets, such
as real estate, businesses, jewelry, art, and
any collections
■ Relevant legal documents, such as
wills, trust instruments, other estate plan
ning documents, prior divorce proceed
ings
■ Other information you deem neces
sary under the circumstances
As noted, if this information is not
available from your client or your files,
your client’s attorney can obtain it
through appropriate court proceedings.

Professional Conduct
You have to use professional care in
divorce engagements. Be extra cautious if
you are representing both parties. When
expertise beyond your abilities is needed,
advise your client(s) to use other consul
tants with the necessary expertise, such as
business valuation and real estate apprais
ers. You should review Statement on
Responsibilities in Personal Financial
Planning Practice No. 2, Working with
Other Advisers, which provides nonen
forceable guidance in this area.
In addition, when representing both
parties in a divorce, attempt to remain free
from conflicts of interest in the perfor
mance of your services. (See AICPA
Code of Professional conduct, Rule 102.)
Divorcing couples are generally adversar
ial and the attorneys usually view their
charges as presenting their respective
client’s positions as forcefully as possible.
When representing both parties, remain an
objective and impartial professional, that

AICPA PFP Division

is, remain above the fray. Of course, when
you represent only one party you can pro
ceed together with your client’s attorney
as an advocate-adviser.
If a party perceives that the result of the
divorce settlement is less than equitable,
you are potentially exposed to a law suit.
If your professional services and behavior
were proper, there would probably be no
liability. However, suit can be brought,
ethics complaints filed, and you could lose
both parties as clients. Thus, you should
ask and answer the question, “Is this
something I want to find myself in the
middle of?” before you decide to repre
sent both parties in a divorce. Remember:
there is no right answer. When making
your decision, you have to bring to bear
your knowledge of your clients’ personal
ities, the dynamics of the marital breakup
and the potential division of the family’s
wealth. And remember, your answer
could still be the wrong one. You may not
know until the engagement is completed.

Conclusion
In the best of worlds a divorce could
lead to one client, a married couple,
becoming two financial planning clients,
the divorced individuals. In reality, the
result could be the loss of both individuals
as clients. Thus, in a divorce related
engagement, your interpersonal skills as
much as your technical abilities will deter
mine the success of the engagement. ♦
Guide

to

Divorce

A new volume in the PFP Library
Series, Guide to Planning For
Divorce, is in the final stages of the
production process and will be sent to
you in time to be part of your summer
vacation reading. In addition to cov
ering the CPA’s role in divorce, the
new Guide also includes a data and
document checklist, a sample
engagement letter, and other practice
tools that will aide you in efficiently
providing profitable services to your
clients.
Look for your Guide to Planning
for Divorce that will arrive in your
mailbox sometime in July.

PLANNER
From the Chairman’s Corner:
A Look at Investment Advisory Services
Continued from page 2

have to factor in any costs and fees and
risk-adjusted returns. Thus, you can see
that there is more to do than just a quick
look at a computer print out. My point is
that significant additional work is required
to add fund selection and monitoring to
your practice.
If your firm does not have qualified
support on staff to competently provide
this level of services, you will have to col
laborate with other team members. Identi
fying local professionals who are quali
fied and reliable and with whom you want
to associate yourself is essential to the
successful implementation of your client’s
financial plan.
These investment managers act like
brokerage firms, but generally for a lower
fee and with a broader investment hori
zon. They will select fund or money man
agers, monitor performance and periodi
cally report to your clients.
If you are selecting funds, you should
not rely solely on computer-generated
qualitative data. You still should read the
prospectuses of the funds recommended,
understand the fund managers’ investment
philosophies, and analyze the funds’ limi
tations and investment restrictions. All of
this allows you to determine the suitabili
ty of the particular investment for the
client.
Security Selection Level. The most
important step in security selection is to
first develop a strategy before your client
purchases or sells an investment. If you
decide to assist in security selection, you
have the obligation of understanding the
security being sold as well as competitive
securities, the appropriateness of the
product for the client, and the timing of
acquisitions and sales. The expenditure of
time in watching the market and other
related activities that is required to pro
vide this service in a competent manner
would probably effectively preclude you
from providing the underlying financial
planning services that include the devel
opment of broad strategies for your
clients.

Making Choices
In my opinion, no one individual can
be both a good financial planner and
investment adviser at the same time. The
time commitment to do both well is
impossible; there is just too much infor
mation for one person to absorb and act
on. So we must make a choice. Will our
practices merely provide financial plan
ning services or will they expand to
include investment advisory services?
Can we align ourselves with team mem
bers of like philosophies to achieve client
goals? Can we take advantage of the dif
ferent skills required for each role and
cross refer to the other members of our
profession?
If we devote ourselves to developing
broad strategies addressing our clients’
financial planning needs, including their
estate plans, insurance and retirement
goals (including investment strategies),
we must keep abreast of broad areas of
law, insurance and finance. We must then
apply this information to the client’s spe
cific circumstances. We must be ready to
balance competing needs for client funds
and to integrate those needs into a strategy
that meets all needs most effectively. We
must act as a client’s quarterback and
assist in implementing where qualified.
Acting in the financial planning capacity,
we should not hold ourselves out as
investment advisers even if registered
with the SEC. Our role and commitment is
to financial planning.
If, on the other hand, we choose to sell
products, manage money for a fee or act as
a wrap adviser, our time must be devoted
to financial markets, mutual funds, money
managers’ performances, financial indica
tors and market trends. In this role, time is
not spent looking at the client’s big picture
but rather on achieving a specific goal. In
my opinion, if you act solely in this capac
ity you should not hold yourself out as a
financial planner. Your role is that of an
investment adviser and your obligation is
to consider your clients’ plans in relation
to their security selection processes.

AICPA PFP Division

Conclusion
I am concerned when I hear about
CPAs moving directly to the management
of money rather than to the development
of strategies. It was, the client’s other
adviser’s failure to develop strategies that
initially lead them to the CPA. Regardless
of the level of investment advisory service
you provide, it is incumbent on you to fol
low the strategies of your client’s finan
cial plan. You should give thought to the
level of investment advisory services you
are going to provide and make it part of
your practice development plan. Then,
review your decision periodically.
CPAs can be the premier providers of
financial planning services in their com
munities. The strengths of the CPAs’ ethi
cal guidelines and service mentality make
the CPA uniquely qualified to assist
clients objectively. Deciding on the level
of investment advisory services you can
competently provide is a key decision for
the future of your practice. ♦

State Society Roundtable
Fosters a Sharing
of Information
The American Institute of CPAs Per
sonal Financial Planning Division spon
sored the 1994 State Society PFP Chair
persons Roundtable on January 9, 1994, in
Tampa, FL. The event, which immediate
ly preceded the Seventh Annual PFP
Technical Conference, drew representa
tives from 24 state societies.
Dirk Edwards, CPA/PFS, of Edwards
& Meyers in Portland, OR, chaired the
roundtable, which offered state society
representatives the opportunity to network
and share ideas with each other and with
key PFP Division leaders.
The format of this year’s program was
changed to give all representatives the
opportunity to report on their programs and
the challenges CPA financial planners face
in their states. After Mr. Edwards’ opening
remarks, the floor was opened to the state
representatives, who reported on their activ
ities and accomplishments during 1993.
Some of the more significant local
activities that were reported included:

Continued on page 8
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■ Hosting the Personal Financial Spe
cialist exam
■ Holding annual conferences on PFP,
estate planning, investment, asset protec
tion and elder care
■ Meeting with state securities regula
tors to learn who has to register and how
to register as an investment adviser
■ Developing study clubs to assist
CPAs who want to get started in PFP
■ Writing articles for state society
newsletters
■ Holding local chapter breakfast
meetings for CPE credit
■ Working with local media to spread
the word
Among the state programs were the
following:
■ New Jersey held a public forum
attended by 100 people; 200 members
attended the financial planning confer

ence,which is the largest NJ state society
conference.
■ North Carolina has a one-on-one
annual referral listing for PFP practitioners.
■ Oklahoma has a high school program
for seniors and juniors to help them con
trol their own finances.
■ Connecticut has a high school stu
dent and adult education program for PFP.
■ Tennessee has a speakers bureau for
PFP topics.
■ Washington has a weekly radio
show.
Get involved in your state society’s
PFP activities! Become active, so next
year will show a continuing growth of
state society supported PFP activities.
Following the report of the state repre
sentatives, James A. Shambo, CPA/PFS,
of Sanden, Shambo & Anderson, P.C.,
Colorado Springs, CO, and Chairman of
the PFP Executive Committee, gave an
update on PFP Division activities.
Kaycee Krysty, CPA, CFP, of Moss
Adams, Seattle, WA, followed, and
explained the PFP Division’s recently
adopted strategic plan (see “From the

■
Chairman's Corner’’ in the December/January 1994 issue of the Planner.)
After lunch, the state representatives par
ticipated in two breakout sessions, selected
from the following options: Promotions/
Public Relations; Publications/Practice Aids;
Conferences/CPE Sessions; and Govern
mental Issues (Specialization/Regulation).

Crucial Issues Identified
In their evaluations, the participants
identified regulation and registration
issues, marketing and promotion, and spe
cialization to be among the highest con
cerns for the CPA financial planners in
their states.

New Challenges
The overwhelming majority of state
representatives indicated the roundtable
was both a useful and productive meet
ing. In addition, the PFP Division repre
sentatives in attendance were able to
identify a number of areas in which the
AICPA can possibly help CPA financial
planners to more profitably provide PFP
services.♦
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